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TAXATION PLANNING 2B [TXP2B01] 
 
FINAL ASSESSMENT OPPORTUNITY 
29 November 2016 
 
Examiner:  Ms M Lephoto      Time:   2.5 hours 
Moderator: Ms M Wassermann    Marks: 125 marks 
 
INSTRUCTIONS TO CANDIDATES: 
  
This paper consists of 10 pages, including the cover page and an appendix. Ensure that no 
pages are missing. 
Show all calculations, workings and reasoning clearly. 
Silent, non-programmable calculators may be used. 
Do NOT use any tippex. 
Refer to the mark allocation as a guide as to the amount of time to spend on each question. 
You are reminded that answers may NOT be written in pencil. 
Round off answers to the nearest Rand. 
 
Summary of Questions and Time 
 
Question Marks Time 
1a    15   18 Minutes 
  b      3     4 Minutes 
  c     13   16 Minutes 
2    27   32 Minutes 
3    22   26 Minutes 
4    30   36 Minutes 
5    10   12 Minutes 
6      5     6 Minutes 
Total  125 150 Minutes 
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QUESTION 1                                                                                               (31 Marks) 
 
PART A                                                                                                                   (15 Marks) 
 
The table below lists distributions made by South African resident companies: 
 
 Date Details of distribution Dividend 
as 
defined? 
Yes/No 
(1) 
Rea
son  
 
 
(1) 
Amount 
of 
dividend 
 
    (1) 
1.  31 May 2015 TUT Ltd made a general repurchase of 
shares, in compliance with the listing 
requirements of the Johannesburg 
Stock Exchange (JSE) to the amount of 
R50 000. 
                                       
 
 
 
         
        
 
 
                                                     
                                      
2.  15 June 2015 VUT Ltd made a R2.50 distribution per 
share. The company has 75 000 issued 
shares. The entire distribution 
represents a reduction in contributed 
tax capital. 
                                       
 
         
                        
 
 
                       
                     
 
 
                                                                                            
3.  20 July 2015 UFS Ltd acquired 10% of its equity 
shares in terms of a share buy-back and 
paid its shareholders R1 000 000. 
                                       
 
           
 
4.  30 September 2015 UJ Ltd distributed trading stock with a 
market value of R30 000 to a 
shareholder. The cost price of the 
trading stock was R20 000. 
   
5.  30 November 2015 UCT Ltd paid Max Price, a 
shareholder, an amount of R15 000 for 
services rendered to the company. 
                                         
6.  31 December 2015 Fort Hare Ltd issued a 1 for 1 
capitalisation share issue to all its 
shareholders who were registered on  
1 November 2015. 
   
 
YOU ARE REQUIRED TO: 
 
State, in each of the above cases, whether the specific type of distribution is a dividend as 
defined by the Income Tax Act No. 58 of 1962, or not. 
 
In the “reason” column, please briefly state the reason for stating that the distribution is a 
dividend or not.          
 
Where the distribution is a dividend as defined, also state the amount of the dividend.  
 
 
Please present your answer in a table using the last three columns.                                    (15) 
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PART B                                                                                                                   (3 Marks) 
 
Assume for purposes of answering PART B that all the information in PART A still 
applies. 
 
YOU ARE REQUIRED TO: 
State all the (both normal tax and other taxes) tax consequences for UJ Ltd that will flow 
from its distribution of trading stock to a shareholder as per point number 4 in PART A 
above.                                                                                                                       
                                                                                                                                    (3)                                                                                                  
 
 
PART C                                                                                                                  (13 Marks) 
 
Pravin Ltd is a South African resident company that is not listed. The company declares a 
dividend of R1 000 000 to its shareholders on 31 December 2016. 
 
This dividend is a cash dividend and does not represent a reduction in contributed tax capital. 
The shareholders at the time of declaration are: 
Shareholder Notes % shareholding Dividend (R) 
Nkandla Ltd- a JSE listed company 1            25 250 000 
Clinton LLC- a foreign company 2            15 150 000 
Hlaudi Motsoeneng (SA resident )             26 260 000 
Donald Trump (non-resident) 2            14 140 000 
Animal Welfare (PBO)             20 200 000 
 
Notes: 
1. Nkandla Ltd submitted all the necessary declarations and undertakings in respect of 
dividends tax to Pravin Ltd. 
2. Both Clinton LLC and Donald Trump are residents of the United States of America. 
The double tax agreement between South Africa and the USA states that South Africa 
may levy dividends tax at a rate of 5% on dividends declared to American residents.  
 
Mr. Trump submitted all the required declarations and undertakings with regard to the 
reduced rate.  
 
Clinton LLC, however, did not submit the necessary declarations and undertakings. 
 
IGNORE VAT FOR PURPOSES OF THIS QUESTION. 
 
YOU ARE REQUIRED TO: 
 
For each shareholder, 
 calculate the amount of dividends tax that Pravin Ltd is obliged to withhold;           (7) 
 the amount of the dividend that each shareholder will receive; and                           (2) 
 the amount of the dividend that will be included in the gross income.                       (2) 
 
Please present your answer in a table format to ensure that you are awarded presentation 
marks.                                                                                                                                      (2) 
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QUESTION 2                                                                                                        (27 Marks) 
 
Black Coffee, real name Nathi Maphumulo, is a 40-year-old South African house music DJ. 
He is arguably the most prominent electronic music producer in Africa. He received the Best 
International Act: Africa award at the 2016 BET Awards which were held in Los Angeles, 
California. 
 
Black Coffee tours the world performing his music. He owns a home in Los Angeles which he 
shares with his wife and 2 children for 3 months each year; they spend the rest the year in South 
Africa.  When Black Coffee is not using it, the property in Los Angeles is rented out to South 
African entertainers who are trying to break into the American market. 
 
Black Coffee is, however, still a resident of the Republic for tax purposes. In the 2016 year of 
assessment, the following amounts accrued to him: 
1. Dividends: 
a. From his MultiChoice Phuthuma Nathi, JSE-listed shares                        R53 000                       
b. From a Canadian company                                                                        R67 000 
(He owns 6% of the equity interest in a Canadian recording company and paid the 
equivalent of R2 500 in foreign taxes which he has since recovered.) The Canadian 
company is not listed on the JSE. 
 
On 1 January 2016, Black Coffee sold his MultiChoice Phuthuma Nathi shares for 
R325 000; the shares had been purchased for R45 000 on 20 June 2009. 
 
2. Rental income accruing on the Los Angeles (LA) property:                             R175 000 
Black Coffee incurred the Rand equivalent of R55 000 on the LA property.  
 
3. Black Coffee earns most of his income from performing at house music festivals all over 
the world. His income comprised the following: 
Country Rand equivalent Foreign taxes paid* 
South Africa  300 000 - 
Rest of the world              1 500 000 25 000 
          *The foreign taxes paid are not recoverable. 
 
YOU ARE REQUIRED TO: 
 
a)  Calculate Black Coffee’s normal tax liability for the year of assessment ended 
29 February 2016, including the taxable capital gain on the sale of the MultiChoice 
Phuthuma Nathi shares.                                                                                                                       (24) 
 
b) Calculate the dividends tax that Black Coffee will be liable for on the dividends he 
received from his MultiChoice Phuthuma Nathi shares.                                             (1)    
 
c)   Will Black Coffee be liable for dividends tax in South Africa on the shares he 
received from the Canadian company?                                                                       (2)                                                                            
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QUESTION 3                                                                                                    (22 Marks)           
 
Angelina Jolie is a world-famous American actress who has had immense success both as an 
actress and as a director; she is 41 years old. She is not a South African resident for tax 
purposes. 
 
In 2010, after years of serving as a Goodwill Ambassador for the United Nations Refugee 
Agency, the High Commissioner for Refugees made her his special envoy. She represents the 
UN Refugee Agency to other diplomats, governments and officials around the world. 
 
As a result of her travels, Angelina Jolie owns properties in various countries around the world. 
 
In 2003, she acquired a property in Camps Bay which is one of Cape Town’s most exclusive 
suburbs. The purchase price was R10 250 000. 
 
In January 2016, Miss Jolie sold said property for R20 080 000 to Thames Wellwood 
“Whiney” Basson who is the Managing Director and Chief Executive of Shiprite Holdings Ltd. 
 
Angelina Jolie also received the following income that is from a South African source during 
the 2016 year of assessment: 
 
 R550 000 in the form of interest; 
 R700 000 in the form of dividends; and 
 R1 060 000 in the form of an appearance fee at a club in Sandton. 
 
In the 2016 year of assessment, Miss Jolie was physically present in South Africa for ten (10) 
non-consecutive days. Angelina Jolie does not have any business interests in South Africa, nor 
is she employed by anyone in South Africa.  
 
 
IGNORE VAT FOR PURPOSES OF THIS QUESTION.  
 
YOU ARE REQUIRED TO: 
 
Calculate Angelina Jolie’s total South African tax liability for the year of assessment ended 
29 February 2016. Clearly indicate the amount of the normal tax liability as well other taxes 
she will be liable for.                                                                                                           (22)    
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QUESTION 4 (30 Marks) 
 
Skhumba (Pty) Ltd is a nursery that is registered for VAT on the invoice basis. They sell 
various plants and trees, water features and garden statues. The following summary of 
transactions relates to the two-month VAT period ended 31 October 2016.  
 
All amounts include VAT where applicable.  
 
Income  Notes R 
Local sales   627 000 
Export sales      1 114 000 
Discount received        1 140 
Interest on bank balance       3 420 
Indemnity payment 2   15 960 
Bad debts recovered: local 
sales 
     1 140 
Bad debts recovered: export 
sales 
        228 
   
Expenditure   
Purchase of motorbike for 
messenger 
3  79 800 
Gardening society 
membership subscription 
4    2 850 
Salaries and wages   478 800 
Purchase of microwave for 
staff canteen 
     3 420 
Purchase of double cab 
bakkie 
5 228 000 
Interest on mortgage 6    1 710 
Bad debts written off  7    1 596 
Purchases of trading stock  8         210 900 
Fuel costs     1 033 
Bank charges        285 
Purchase of irrigation system  9  39 900 
Property rates on the business 
property 
    1 050 
Water and electricity              3 420 
Purchase of  shelving 10  
Depreciation              5 000 
 
Note 1: The nursery has found a market in Zimbabwe for its water features and garden statues. 
 
Note 2: The nursery is located on Jorissen Street in Braamfontein. During the Wits student 
protests some of the water features and garden statues, which were on display on the 
pavement just outside the nursery, were damaged. Skhumba (Pty) Ltd claimed from their 
insurance. The claim was successful and an amount of R15 960 was paid out.  
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Note 3: Skhumba (Pty) Ltd acquired a motorbike for the delivery of documents between 
branches.  
 
Note 4: Skhumba (Pty) Ltd pays for their managing director to belong to the National 
Gardening Society which is the professional body for nurseries in South Africa.  
 
Note 5: Skhumba purchased the bakkie for general use in the business. It was acquired on  
1 October 2016.  
 
Note 6: Skhumba purchased the building that houses the nursery; they are still paying off the 
mortgage bond.  
 
Note 7: Bad debts written off comprise: 
 Local sales                                        R31 350                                         
 Export sales                                      R43 890  
 
Note 8: Included in the purchases of trading stock are garden statues costing R500 that were 
bought from a guy at the traffic light on Empire Road. 
 
Note 9: Skhumba (Pty) Ltd acquires and installs an irrigation system for the nursery. The 
irrigation system was purchased from a non-vendor who had been using it before selling it to 
the nursery. The market value on date of purchase was R28 800. 
 
Note 10: Skhumba (Pty) Ltd purchased shelving for use in its storeroom. The shelving cost  
R7 980.The bookkeeper lost tax invoices for shelving which cost R2 280.  
  
 
YOU ARE REQUIRED TO: 
Calculate the VAT payable by or refundable to Skhumba (Pty) Ltd for the period ended 31 
October 2016. Should there be no VAT consequences, please provide a brief reason. Where 
special rules apply, briefly state your reasoning, e.g., not motor car as defined.             (30)                                                      
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QUESTION 5                                                                                               (10 Marks)
                 
Medicure (Pty) Ltd (hereafter Medicure) is a manufacturer of pharmaceutical products which 
is registered for VAT on the invoice basis; the financial year ends on 31 December each year. 
 
ALL AMOUNTS INCLUDE VAT WHERE APPLICABLE. 
 
 On 1 January 2016, Medicure commenced a research and development project (project 105) 
to develop and register a new multisource pharmaceutical product. 
 
The project was approved by the Minister of Science and Technology in terms of s11D (9).  
 
The research project was housed in a new building which was purchased on 2 January 2016 at 
a cost of R22 800 000 for the purposes of this research. 
 
The research team comprised two chemists and their assistants who all commenced work on  
2 January 2016. The team was paid a salary of R1 500 000. 
 
After an initial period of planning, new plant and equipment was acquired at a cost of 
R684 000. The plant and equipment was brought into use during February 2016 solely for the 
purpose of research and development. 
 
The research project was a huge success and on 1 December 2016: 
 Medicure registered a patent over the new multisource pharmaceutical product and paid 
R57 000. 
 A new design was acquired that would be used on the packaging of the new product for 
R171 000. 
 
YOU ARE REQUIRED TO: 
 
Calculate the deductions which may be claimed in accordance with the Income Tax Act No. 
58 of 1962 in the year of assessment ending 31 December 2016 in respect of the research 
project.                                                                                                                                 (10) 
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QUESTION 6 (5 Marks) 
 
1. What is the difference between tax avoidance and tax evasion? (2) 
2. Define an intragroup transaction in terms of s45 of the Income Tax Act.  (2)  
3. What is the definition of an assessed loss?                                                      (1)                                                                 
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Appendix A:   Rates of tax  
NORMAL TAX  RATES 
 
PERSONS OTHER THAN COMPANIES AND TRUSTS (NATURAL PERSONS)  
 
Year of assessment ending 29 February 2016 
Taxable income (R) Rates of tax (R) 
0 - 181 900 18% of each R1 
181 901 - 284 100 32 742 + 26% of the amount above 181 900 
284 101 - 393 200 59 314 + 31% of the amount above 284 100 
393 201 - 550 100 93 135 + 36% of the amount above 393 200 
550 101 - 701 300 149 619 + 39% of the amount above 550 100 
701 301 and above 208 587 + 41% of the amount above 701 300 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
